The purpose of this article is to contribute to reflection on whether or not current policies exempting government-owned real estate from paying property tax are appropriate, from the perspective of Mexican municipal finance laws. This source of public revenue was given to Mexican municipalities in February 1983, so for the past 34 years it has been and remains an unfulfilled promise in terms of tax collection. A number of studies have been published on the economic determinants of property tax in Mexico, but exemptions from this tax have not been studied from a regulatory standpoint; this issue is still unexplored and unaddressed by experts in the field. This paper seeks to answer the following questions: What are the municipal finance laws regarding exemptions of government real estate from property tax? How do property tax exemptions for government real estate limit municipal revenue potential? What other factors have contributed to limiting the revenues generated by this tax?
public administration. Municipalities need to strengthen this local source of revenues in order to bolster funding for local public services.
The paper is organized in four sections. The first offers a brief review of the theoretic background on local autonomy and exemptions. The second describes the method, instruments, and primary and secondary sources used to gather the information. The third section presents the empirical evidence, and the fourth presents conclusions.
Local Autonomy and Exemptions
In Mexican states, local autonomy requires that governments have the power to attend to local interests and certain power of their resources, which in turn requires a measure of fiscal autonomy. But what does fiscal autonomy mean? For Oates, only revenues in which local authorities decide upon the taxable object or event, the tax base and tax rate, can be considered autonomous [1] . For that author, any other arrangement violates the implicit connection between payment of a tax, and the benefit obtained from the public expenditure.
The two basic issues in public revenues are to what extent municipal governments should be self-funding, and by which method should they collect their revenues. From a political standpoint, the greater the degree of revenue autonomy, the greater the capacity for local control. According to the principle of subsidiarity, as in today's European Union, public responsibilities should be entrusted to the authorities closest to the citizens [2] . Furthermore, as Bahl indicates, fiscal autonomy permits a municipal government to determine the size and composition of its budget according to its needs [3] .
In practice, one of the essential problems of local public finance is that revenues are limited, because the federal government appropriates the largest. Municipal governments' economic capacity thus depends on transfers from other spheres of government, compounded by the fact that there are numerous agencies operating in the local sphere that are completely independent of municipal authority [4] . Local governments face serious administrative difficulties in levying taxes, particularly a lack of information on taxpayer income, properties or consumption, making it hard to precisely determine the taxable bases [5] . Tax collection is also more expensive for local governments because they lack economies of scale. Furthermore, state governments decide on the substantive elements of municipal taxes, and municipalities only manage and collect them, so their tax system does not necessarily correspond to their funding needs [6] .
Given the growing importance of local administration in recent years, it is indispensable that municipalities have enough revenues to finance their public services and to play their part in economic activity [7] . Local governments are considered capable of promoting local economic growth, for example by providing the necessary infrastructure. But in Mexico, municipal revenues today account for a scant 2% of total public revenues; 91% go to the federal government and the remaining 7% to state governments. Property tax exemptions N. G. Z. Espinoza 
Exemptions
There is no data available in Mexico on how much in taxes are saved from property tax exemptions. Property tax "exemptions vary from state to state but generally include properties owned by all levels of government, although the 1999 constitutional reform abolished the previous exemption of the property of state-owned enterprises (paraestatales)" [8] . Furthermore, each state has its own municipal finance law, which establishes tax abatements for both public and private properties. The latter are granted exemptions by way of tax incentives on productive investment that promotes local economic development.
Mullen states that there are justifications for granting tax exemptions on both public and private property. But the problem is that this may create locational distortions and tend to encourage inefficient use of land-based inputs. Exemptions may [also] increase the regressivity of the property tax [9] . As for exemptions to attract investment, it has been argued that "tax exemption may induce a new company to locate in the municipality, or an established company to expand, […] but it also reduces government revenues" [10] . Neighboring municipalities may engage in tax competition in an attempt to attract investment by offering subsidies in the form of non-payment of property taxes. In an exploration of this type of tax in the United States, state that "tax competition for economic development has a long history in the United States and its reform appears to be an intractable challenge; there is reason to be optimistic about improving the use of property tax incentives. State governments control local government taxing powers […] [and can] use property tax incentives for business more effectively" [11] .
Bahl, Youngman and Martínez-Vazquez sustain that this type of tax exemption in developing countries, such as Mexico, can lead to tax revenues 2 or 5 times below the levels of developed nations [12] . This problem of municipal public finance in Mexico is explained in Tello as follows: The property tax system is rife with special treatments. Community-owned properties, ejidos and part of the private sector are exempt from the tax (and this type of property represents a very high percentage of a country's root property). Furthermore, affirm Tello, federal facilities like the Ministry of Public Education (SEP), the properties of Mexican Oil (PEMEX), the airports, and the Mexican Social Security Institute (IMSS), and many others, are also assumed to be exempt [13] .
In this country, exemptions are partly to blame for the fact that in 2011, municipalities had to rely on federal allocations to fund 67.5% their public expenditure [14] . This illustrates the exaggerated degree of tax centralism that municipal governments face, and it is very different from the situation in countries like France, where "the main source of revenues of local French collectivities are tax- [15] . This tax, which is known as the warhorse of local taxation [16] provides revenues for funding public services in Italy, France and Portugal [17] . In light of these contrasts, a review of the regulatory framework for this tax in Mexico may yield useful information for policymakers.
Method
This work was developed through qualitative instruments. The authors first reviewed the theory on local autonomy and property taxes, then examined statistics on property tax collection and social welfare indicators published by the National Institute for Statistics, Geography and Informatics [18] . A total of 32 municipal finance laws were identified and information as also drawn from the webpages of 32 Mexican states. Information was compiled on the number of properties that are exempt from tax, the amount of taxes exempted, and effective collection, through e-mails, phone calls and contact with municipal au-
The sample is not intended to be representative, as not all local government webpages contain information on exemptions. Nationwide data was unavailable because it is not published by INEGI, which made municipal governments more useful sources of information. This limited the data available on the number of exempt properties to those provided for the municipalities of four states in northwestern Mexico which belong to zone one, of the eight work tables of the current National Tax Coordination System. The analysis of the property taxes exemptions is absent from the literature in Mexico, Tello only refers to that it is rife of special treatments [13] . This paper, with a small sample, represents only the first advance in the empirical study of property tax exemptions extended to government-owned real estate in this country.
Empirical Evidence. Review of the Regulatory Framework and Data
This paper argues that eliminating property exemptions for government properties and thus increasing revenues from this source would enable local governments to depend less on federal and state allocations and to fund public services through local taxes. It would also fortify accountability for elected officials now in office, and according to Haughwout and Inman, misconduct in the management of local public finance causes both companies and people to migrate out of territories [19] . This was the motivation for main reforms by which this tax was de-centralized in the past. [21] .
In an effort to amend the poor results and increase from this tax, the 1999 reform added an exemption, that read: "…unless those goods are used by stateowned enterprises or private parties, in any form, for administrative ends or purposes other than those inherent to its public purpose." This reform was intended to force state-owned enterprises to pay taxes, bolstering local governments' limited taxation capacities [22] .
But hard data from the OECD shows us that in 2014, property tax collection amounted to 0.32 (see Graph 1) percent of GDP, the clearest evidence that the 1983 and 1999 reforms to constitutional article 115 did not have the intended effect, and that revenues continued to stagnate [23] . The reform failed to give municipal governments control over the fees, rates and the land and building assessment value tables that would enable them to collect taxes due on these properties. In actual practice, the Mexican municipality today continues to lack taxation powers.
Recent Diagnosis
Aware of this historical scarcity of local sources revenues for Mexico's muniGraph 1. Mexico property tax (2000) (2001) (2002) (2003) (2004) (2005) (2006) (2007) (2008) (2009) (2010) (2011) (2012) (2013) (2014) . Source: Author's elaboration with database of the OECD (2017) Tax on Property, https://data.oecd.org/tax/tax-on-property.htm. these funds would be distributed "70 percent by the same criteria and 30 percent according to the revenues generated from property taxes, provided the government of each state is responsible for collecting the property tax on behalf of the municipality" [25] . It remains to be seen whether this adjustment to the TCL will actually improve the productivity of property taxes, because one particularly power full imitation is the exemption granted to government buildings.
Exploring Municipal Finance Legislation
Having analyzed the theory and background of property tax performance in the preceding section, particularly in federal legislation, this section turns its focus to the content of municipal finance law with regard to property tax exemptions for government buildings.
No statistics are available on the precise amount of tax lost by income tax exemptions for each state, but a state-by-state review of local regulations can provide some insight into the sources of revenue not being exploited in each. Table  1 shows the municipal finance laws of 31 states and the Federal District (now called Mexico City). The second column cites the article on payment of property tax, the third shows the type of government property exempt from payment, and the fourth shows the requirement(s) to qualify for the exemption. There is one exception, the state of Morelos, in which the 2014 Municipal Finance Law, article 93 b is 2, establishes that "property tax is due upon the ownership or possession of land located within municipal territory, regardless of its use or purpose" [26] . The findings of this paper suggest that this would be ideal for all municipalities in Mexico-in other words, that all properties should be subject to taxes regardless of who owned them, which would infuse new life into municipal public finances.
In the state of Campeche, in addition to public property exemptions, article 28 of the local finance law allows for exemptions on property acquired by family inheritance, as defined in the Civil Code of that state.
In another three states-Chiapas, Hidalgo and Tabasco-a written request is needed in order for public property to qualify for a property tax exemption. In Hidalgo, owners must submit a request to the Municipal Treasury within 30 days after receiving a tax collection notice. In Tabasco, besides the written request, owners must attach the corresponding proof to be analyzed by the person in charge of municipal tax policy.
In Mexico City, exemption must also be requested in writing by the property owner, and it must be renewed every 5 years. In Durango, federal and state gov- ernments must prove they own the buildings in order to qualify for the exemption. In Morelos, only state-owned government property used for the purposes of educational activity is exempt from property tax.
In Nayarit, the law considers all properties subject to tax, except for those exploited directly by the federal, state and municipal governments; and in San Luis Potosi, public property used for any other than its public purpose is subject to tax.
There are twenty states in which municipal governments, in keeping with their respective municipal finance laws, obligate governments to pay tax on properties used for other than public purposes. These are:Baja California, Baja California Sur, Coahuila, Colima, Chihuahua, Guanajuato, Guerrero, Jalisco, Michoacán, Nuevo León, Oaxaca, Puebla, Querétaro, Quintana Roo, Sinaloa, Sonora, Tamaulipas, Tlaxcala, Veracruz and Yucatán.Finally, in Zaca- 
Property Tax Collection by State
As Table 2 
Some Data on Exemptions: Northwest Mexico
How do property tax exemptions for government properties limit tax revenue potential for local governments? The theoretic section of this paper notes that there is no data available on the amount of expenditure the government saves by not paying this tax. Each state has its own municipal finance law, which includes property tax exemptions or abatements for public or private property. Ideally, there would be statistical data for each municipality, but given the exiting limitations this paper focuses on data from municipalities in northwestern Mexico, except Baja California Sur to illustrate the limitations posed by property tax exemptions.
In the case of Sonora, exemptions of government property account for 5 percent of the total value of the properties listed in municipal land registries (see Table 3 ). These tax benefits extended to government properties are an indicator of the impact they have on municipal fiscal health.
Baja California Sur did not provide information on exemptions, so for this (2014) grants a partial tax exemption to labor and peasant unions, and a 50 and 40 percent abatement for owners in the residential and commercial sectors, respectively [29] . This has reduced total tax revenues for Sinaloa, which in turn receives less from the Municipal Promotion proceed to revoke the exemption and request payment of property tax, effective as of the date it is proven to have a different use [30] .
A full set of data was available from the state of Baja California, and sources interviewed phone said that its municipalities administer the land registry directly, as the attribute is municipal by nature, not state or federal. In this state some 18,694 properties are exempt (see Table 4 Finance Law allows exemption from payment of tax on tax public property at the federal, state or municipal level, except when the property is used by private agents or state-owned enterprises for ends other than its public purpose [31] .
This data property tax exemptions in these states of Mexico reveals that, despite the constitutional reforms to article 115 in 1983 and 1999, there has been no improvement in the performance of municipal property tax revenues. The exception would be Mexico City, which in 2014 obtained strong returns from its property taxes, because starting in that year it began calculating the tax rate based on the market value of the property instead of the land registry assessment, based on changes in its tax code (2014). This experience might be usefully applied by municipalities in the other states of Mexico.
Other Factors That Limit Tax Collection
Having examined in the previous section the impact of property tax exemptions for government properties, this section reviews other factors, particularly Table 5 ): approximately a third of the population lives in poverty and the rate of informal employment averages 43%. High rates of poverty and unemployment be assumed to have a negative impact, both in terms of tax collection-because they indicate that a substantial portion of the publication is not in a very good position to pay taxesand in terms of the pressure they put on the demand for public services.
Other issues that exert pressure on municipal governments on the spending side are the types of housing and access to basic services, as shown in Table 6 . In
Sinaloa, only 89% of homes are equipped with basic services (plumbing, sewage, electricity), and only 49.5% of homes were roofed in a resistant material. Thus, compounding the problem of limited property tax collection revenues is the pressing need for public assistance and infrastructure to improve quality of life in the municipality.
The data presented in this section attest to the variety of factors that cause 
Recommendations
Impose budget coordination rules by which federal and state governments must compensate municipalities for at least 20 percent of the amount of tax revenue they would have received on exempt properties. This is consistent with the 20 percent that each state's General Participation Fund allocates to its municipalities, pursuant to the Federal Tax Coordination Law.
The additional revenues municipalities would receive to offset the exemptions should be earmarked for:
1) Improving local taxation system through measures such as personnel training and new technology to make property tax administration more efficient.
2) Evaluating whether the property tax is bing properly administered since 2015, which was the year in which municipalities signed an agreement with state governments to help them boost property tax collection.
3) Funding the implementation of systems for incorporating and updating information on formal and informally owned property in the land registry in order to augment and improve it, as this is the main source of tax and non-tax information on public and private property.
Conclusions
Despite the limitations imposed by the lack of data on tax collection in all Mexican municipalities, this paper has endeavored to provide a descriptive analysis of property tax exemption policies toward government properties, from the perspective of municipal finance law. The findings illustrate the need to eliminate this type of tax privilege in order to strengthen local autonomy and make it easier to identify taxable property, determine the tax base and set the tax rate. In keeping with the principle of subsidiarity, public officials in charge of collecting municipal taxes and providing local goods and services in Mexico should be administered by the authorities who are closest to the people served.
A review of municipal finance laws from state to state show that the exemptions vary. Despite the 1983 and 1989 amendments to article 115 of the Constitution, and more recently, in 2013, to the Federal Tax Code, tax collection has been stagnating for three decades. In fiscal year 2012, Mexico City was responsi-ble for 67 percent of the property tax collected in Mexico, not because it eliminated this type of exemption, but because it updated its tax base to reflect the market value of properties.
Our search for data on tax exemptions was fruitful for three states: Baja California, Sonora and Sinaloa, which together extended special treatment to almost 113,000 government properties, equivalent to 3 percent of the tax rolls, and which cost their municipal treasuries revenues of a little more than 546 million pesos. But we also found other more deep-rooted variables, like household income per capita, unemployment, poverty and extreme poverty, which limit the potential of this tax for Mexican municipalities.
Obtaining data on the total number of properties listed in municipal and/or state land registries for the entire nation is a very complex task, and the literature is notably absent on this point. Finding out how many of those properties are tax exempt is even more difficult. For this reason, the intent of this paper was to contribute some evidence of the impact of these exemptions on local revenues for municipal governments in northwest Mexico, but from the regulatory rather than the economic standpoint, because the latter has already been done through econometric models.
The analysis presented here reveals a need to overhaul municipal finance laws in order to suspend property tax exemptions for government real estate and thus take advantage of the hidden potential of that tax. It also shows that the fiscal situation is linked to trends in social welfare indicators, including per capita income, unemployment, poverty and extreme poverty, in Mexican municipalities.
To overcome the limitations imposed on municipal revenues by these exemptions a fair solution would be to pay some compensatory fee to municipalities from the other two spheres of government, based on the subsidies extended to them through the property tax exemption, such as what is done in Canada (Bird and Slack, 2004) .
The tax problems of Mexican municipal governments cannot be attributed solely to the problem of exemptions. There are other factors, like the size and composition of public spending, the provision of public services, the tax rate, payment schedule, absence of professionally-trained public services, and in general, the way in which public finances are administered at this level of government.
There is considerable room for further research in this field, addressing questions such as: What percentage of property tax revenues are allocated to providing public services to the taxed properties? Are tax problems the result of the unproductivity of the tax, or are they caused by inefficient spending practices among public servants or politicians? What should the exemption policy be?
Answering these and other questions might be useful in illuminating the difficult path that the property tax has followed throughout its history in the field of Mexican municipal public finance. In order to carry out the future research, disaggregated statistics are required on the collection of property taxes from the N. G. Z. Espinoza, M. A. Moya 
